AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE 
LEGISLATURE AND THE COUNCIL ON THE NAWIA KHOI LOCAL MUNICIPALITY 


REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the accompanying financial statements of the Nama Khoi Local 
Municipality, which comprise the statement of financial position as at 30 June 201 1 , and 
the statement of financial performance, statement of changes in net assets and cash 
flow statement for the year then ended, and a summary of significant accounting 
policies and other explanatory information, as set out on pages ... to .... 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of the 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP), the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) 
and the Division of Revenue Act of South Africa, 2010 (Act No. 1 of 2010 as amended) 
(DoRA), and for such internal control as management determines necessary to enable 
the preparation of financial statements that are free from material misstatement, 
whether due to fraud or error. 

Auditor-general’s responsibility 

3. As required by section 188 of the Constitution of South Africa, 1996 (Act No. 108 of 

1 996) and section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) 
(PAA), my responsibility is to express an opinion on the financial statements based on 
conducting the audit in accordance with the International Standards on Auditing and 
General notice 1111 of 2010 issued in Government Gazette 33872 of 15 December 
2010. Because of the matters described in the basis for disclaimer of opinion 
paragraphs, I was unable to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. 

Basis for disclaimer of opinion 

Property, plant and equipment 

4. As a result of the matters detailed below, I was unable to obtain sufficient appropriate 
audit evidence as to the completeness, existence, valuation and allocation; and the 
municipality’s rights to property, plant and equipment stated as R371 148 329 (2009- 
10: R369 816 860) in note 13 to the financial statements. 

e The accounting officer did not take all reasonable steps to ensure that the 

municipality had and maintained an effective system of internal control for assets 
(including the absence of an asset register), as required by section 63(2) (c) of the 
MFMA. 

e I was unable to determine whether the requirements of GRAP 1 7, Property, plant and 
equipment (GRAP 1 7) were complied with due to the asset register not being 
submitted for audit purposes. 

e The property, plant and equipment balance of R371 148 329, as disclosed in note 13 
to the annual financial statements, does not agree to the balance of R369 030 444 
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per the genera! ledger. The entity did not reconcile the difference of R2 1 17 885 
between the financial statements and the underlying accounting records. 
Consequently, the property, plant and equipment are understated by R2 117 885. I 
was unable to determine the effect on the other account balances or class of 
transaction contained in the financial statements. 

e As disclosed in note 35 to the financial statements, the corresponding figure for 
property, plant and equipment has been restated by R3 689 229 in order to address a 
prior year misstatement. No supporting documentation could be provided for the 
difference amounting to R2 127 967 for the restatement. I was unable to obtain 
sufficient appropriate audit evidence to satisfy myself as to the existence, 
completeness, valuation and allocation of and rights pertaining to the property, plant 
and equipment’s corresponding figure of R369 816 860. 

The municipality’s records and information available did not permit the application of 
alternative audit procedures regarding property, plant and equipment. 

Accumulated surplus 

5. As a result of the matters detailed below, I was unable to obtain sufficient appropriate 
audit evidence as to the existence, completeness, rights, valuation and allocation of 
accumulated surplus stated as R319 929 469 (2009-10: R317 199 681) in the statement 
of financial position and in the statements of changes in net assets. 

» The management of the filing system did not function effectively, resulting in 
insufficient appropriate audit evidence for journals debited to accumulated surplus 
amounting to R3 720 019 (30 June 2010: R16 184 455) and journals credited to 
accumulated surplus amounting to R1 394 866 (30 June 2010: R R14 131 263), not 
being provided for audit purposes. 

« The accumulated surplus balance of R319 929 469, as disclosed in the statement of 
financial position and in the statement of changes in net assets, does not agree to the 
balance of R321 659 239 per the general ledger. The entity did not reconcile the 
difference of R1 729 770 between the financial statements and the underlying 
accounting records. I was unable to determine the effect on the other account 
balances or class of transaction contained in the financial statements. 


• The corresponding figure for accumulated surplus has been restated by R797 187; 
however, the restatement was not disclosed in note 35 to the financial statements. 

No supporting documentation was available for the restatement. Consequently. I was 
unable to obtain sufficient appropriate audit evidence to satisfy myself as to the 
existence, completeness, valuation and allocation of and rights pertaining to the 
accumulated surplus figure of R317 199 681. 

The municipality’s records and information did not permit the application of alternative 
procedures regarding accumulated surplus. 

Capital replacement reserve 

6. As a result of the matters detailed below, I was unable to obtain sufficient appropriate 
audit evidence as to the existence, completeness, valuation and allocation of and rights 
pertaining to the capital replacement reserve stated at R1 500 000 (2009-10: 

R1 500 000) in note 2 to the statement of financial position. 
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o The capital replacement reserve balance of R1 500 000, as disclosed in note 2 to the 
annual financial statements, does not agree to the general ledger balance of 
R1 803 443. The entity did not reconcile the difference of R303 443 between the 
financial statements and the underlying accounting records. I was unable to 
determine the effect on the other account balances or class of transaction contained 
in the financial statements. 

e The municipality did not maintain a fixed assets register during the year as required 
by section 63(2){c) of the MFMA and the municipality did not have a separate bank 
account for capital replacement reserve during the year under review. 

The municipality’s records and information did not permit the application of alternative 
procedures regarding capital replacement reserve. 

Public contribution reserve 

7. The entity could not provide sufficient appropriate audit evidence to verify the existence, 
completeness, valuation and allocation of and rights pertaining to the public contribution 
reserve stated at R23 854 809 (2009-10: R23 854 809) in note 2 to the statement of 
financial position and in the statement of changes in net assets. Furthermore, I was not 
able to obtain sufficient appropriate evidence that this reserve should have been 
transferred to the opening balance of the accumulated surplus account in the statement 
of changes in net assets. The municipality’s records and information did not permit the 
application of alternative procedures. 

Revenue 

8. As a result of the matters detailed below, I was unable to obtain sufficient appropriate 
audit evidence as to the completeness, accuracy, occurrence, cut off and classification 
of revenue stated at R1 18 778 729 (2009-10; R153 682 956) in the statement of 
financial performance. 

• Accounting policy note 21 .2 is not in accordance with GRAP 9, Revenue from 
exchange transactions, since revenue from the sale of prepaid meter cards is 
recognised immediately on receipt of cash and not only at the stage when the 
municipality no longer retains continuing managerial involvement to the degree 
usually associated with ownership or effective control over the goods sold. As a 
result, the sale of prepaid electricity revenue was incorrectly recognised as revenue, 
instead of deferred income as required by GRAP 9. Due to the volume of 
transactions involved I could not quantify the extent of this misstatement. 

» I was unable to obtain sufficient appropriate audit evidence for prepaid electricity for 
the differences identified between the general ledger and syntel report, with an 
extrapolated error amounting to R18 425 842. Consequently, I was unable to confirm 
the completeness of prepaid electricity as disclosed in note 24 to the financial 
statements as well as the completeness, existence and valuation of receivable from 
exchange transactions, as disclosed in notelS to the financial statements. 

« The government grants and subsidies - Operating balance of R27 290 878, as 
stated in the statement of financial performance, does not agree to the balance as 
disclosed in note 23 and appendix D to the financial statements of R61 568 165. The 
entity could not provide an explanation and supporting documentation/reconciling 
items for the difference of R34 277 287 between the statement financial position and 
appendix D to the financial statements. 
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e There was no system of control over the completeness of direct income included in 
revenue on which I could rely for the purpose of my audit, and there were no 
satisfactory audit procedures that I could perform to obtain reasonable assurance 
that all direct income revenue was properly recorded. Consequently, I was unable to 
obtain sufficient appropriate audit evidence to satisfy myself as to the completeness 
of fines (R1 77 837), other income (R3 442 085) and rental of facilities and equipment 
{R1 041 306). 

e There was no system of control over the completeness of licences and permits 
included in revenue on which I could rely for the purpose of my audit as missing 
invoices were identified on the invoice listing for licences and permits and 
management could not provide us with the explanations. There were no satisfactory 
audit procedures that I could perform to obtain reasonable assurance that all 
licences and permits were properly recorded. Consequently, I was unable to obtain 
sufficient appropriate audit evidence to satisfy myself as to the completeness of 
licences and permits of R1 010 881. 


« The valuation roll was not updated with the amendments indicated on the building 
plans register and several unexplained differences were identified between the 
approved supplementary valuation roll and the valuation roll on the system, which is 
used to levy property rates and management of the filing system did not function 
effectively, resulting in insufficient rezoning listings being provided for audit purposes. 
The weaknesses in the system prevented me from determining the extent of the error 
or to perform alternative procedures. Consequently, I was unable to obtain comfort 
over the occurrence, classification, accuracy, cut off and completeness of revenue 
relating to property taxes totalling R22 060 825, as disclosed in note 22 to the annual 
financial statements for the year ended 30 June 201 1 , 

• Interest was not charged on all outstanding debtors. I was not able to calculate what 
the interest charged against trade and other receivables and interest earned on 
outstanding debtors should have been. The entity’s records did not permit the 
application of alternative audit procedures regarding interest accrued on outstanding 
debtors. Consequently, I was unable to obtain sufficient appropriate audit evidence to 
satisfy myself as to the accuracy and completeness of interest earned on outstanding 
debtors of R1 002 980 and property rates - penalties imposed and collection charges 
of R456 252. 

» The management of the filing system did not function effectively, resulting in sufficient 
audit evidence for income forgone amounting to R5 524 409, rental of facilities and 
equipment amounting to R1 692 849, not being provided for audit purposes. 
Consequently, I was unable to obtain sufficient appropriate audit evidence to satisfy 
myself as to the accuracy, occurrence, classification, cut off and completeness of 
income forgone and rental of facilities and equipment. 

e The management of the filing system did not function effectively, resulting in sufficient 
audit evidence for other income amounting to R697 705, property taxes amounting to 
R1 423 788 and service charges amounting to R4 624 562, not being provided for 
audit purposes. There were no satisfactory audit procedures that I could perform to 
obtain reasonable assurance that other income, property taxes and services charges 
were properly recorded. 

The municipality’s records and information available did not permit the application of 
alternative procedures regarding revenue. 
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Receivables 


9. As a result of the matters detailed below. I was unable to obtain sufficient appropriate 
audit evidence as to the completeness, existence, valuation and allocation of, and the 
municipality’s rights to receivables from exchange stated at R9 851 880 (2009- 
10: R7 717 704) in note 18 to the financial statements and non-exchange transactions 
stated at R10 801 034 (2009-10: R9 441 876) in note 19 to the financial statements: 

o Paragraph 58 of South African Statement of Generally Accepted Accounting Practice 
(SA Statements of GAAP), IAS 39 (AC 1 33), Financial instruments: Recognition and 
measurement (IAS 39), requires the municipality to assess at each balance sheet 
date whether there is any objective evidence that a financial asset or group of 
financial assets is impaired. The municipality did not comply with these impairment 
requirements of IAS39 in the current year, they did not assess debtors for 
impairment. As the relevant information was not available, I was not able to calculate 
what the impairment charge against receivables from exchange and non-exchange 
transactions and bad debts expense should have been if IAS 39 had been applied 
correctly. Consequently, I did not obtain sufficient appropriate audit evidence to 
satisfy myself as to the valuation, existence, and completeness of and rights 
pertaining to the provision for doubtful debts of R14 935 272 (2009-10: R13 635 276). 

» An unreconciled difference of R1 145 183 was identified between the annua! financial 
statements R33 807 120 and the amount as per debtors age analysis R32 661 937. I 
could not be provided with sufficient supporting documentation to reconcile this 
difference. 

• The management of the filing system did not function effectively, resulting in 
documents supporting other receivables amounting to R1 765 341 not being provided 
for audit purposes. There were no satisfactory audit procedures that I could perform 
to obtain reasonable assurance to satisfy myself as to the existence, completeness, 
valuation and allocation of and rights pertaining to the other receivables from non 
exchange transactions as disclosed In note 19 to the financial statements. 

« Accounts were incorrectly classified between trade and other payables and 

receivables from exchange transactions. Payables from exchange transactions and 
receivables from exchange transactions are understated by R1 347 711 (2009-10: 
RO). 

e The corresponding figure for receivables from exchange transactions has been 
restated by R797 187; however, the restatement was not disclosed in note 35 to the 
financial statements. No supporting documentation was available for the restatement. 
Consequently, I was unable to obtain sufficient appropriate audit evidence to satisfy 
myself as to the existence, completeness, valuation and allocation of and rights 
pertaining to the receivables from exchange transactions corresponding figure of 
R19 996 639. 

* I was unable to obtain sufficient appropriate audit evidence to existence, valuation 
and rights for receivables from exchange transactions and non-exchange 
transactions of R27 432 112 included in notes 18 and 19 to the financial statements 
as the debtors did not make any subsequent payments and were not assessed for 
impairment. Consequently, I was unable to determine the valuation, existence and 
the rights that the municipality has on receivables from exchange transactions. 
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The municipality’s records and information available did not permit the application of 
alternative audit procedures regarding trade and other receivables. 


Expenditure 

10. As a result of the matters detailed below, I was unable to obtain sufficient appropriate 

audit evidence as to the completeness, accuracy, occurrence, compliance and 

classification of expenditure disclosed as R116 048 942 {2009-10: R134 165 346) in the 

statement of financial performance. 

® The management of the filing system did not function effectively, resulting in sufficient 
audit evidence for debit transactions amounting to R1 333 317 (2009-10: 

R44 728 771) and credit transactions amounting to R1 459 590 (2009-10: 

R9 794 810) not being provided for audit purposes. 

® The depreciation charge on property, plant and equipment as disclosed in note 13 to 
the financial statements amounting to R1 261 368 (2009-10: R12 707 621) could not 
be confirmed as the accounting officer did not take all reasonable steps to ensure 
that the municipality had and maintained an effective system of Internal control for 
assets (including the absence of an asset register), as required by section 63(2)(c) of 
the MFMA. I was unable to obtain adequate audit evidence as to the accuracy of the 
depreciation charge for the current and prior years. Furthermore, the municipality did 
not reconcile the difference of R313 044, noted between the depreciation and 
amortisation balance of R1 261 368 as disclosed in note 30 to the financial 
statements to the balance of R948 324 in the general ledger. 

« Employee-related costs to the value of R2 128 752 were incorrectly classified as 
repairs and maintenance. The total extent of the error could not be determined. 

• Leave payouts amounting to R766 358, were paid to employees who were not 

entitled to overtime in terms of their contracts and municipal policies and procedures. 
Consequently, 1 was unable to obtain sufficient appropriate audit evidence to satisfy 
myself as to the accuracy, classification, occurrence and completeness of employee- 
related cost disclosed in note 27 to the financial statements, as well as the 
completeness, existence and valuation of receivables from non-exchange 
transactions as disclosed in note 19 to the financial statements. 

e The management of the filing system did not function effectively, resulting in sufficient 
audit evidence for debt Impairment amounting to R1 299 996 not being provided for 
audit purposes. There were no satisfactory audit procedures that I could perform to 
obtain reasonable assurance that debt impairment was properly recorded. 
Consequently, I was unable to obtain sufficient appropriate audit evidence to satisfy 
myself as to the accuracy, classification, occurrence and completeness of debt 
impairment amounting to R1 299 996, 

e The municipality could not provide sufficient appropriate audit evidence for repairs 
and maintenance transactions of R1 207 198, bulk purchases transactions of 
R779 604 and contracted services transactions of R641 149. There were no 
alternative audit procedures that I could perform to obtain reasonable assurance that 
repairs and maintenance was properly recorded. Consequently, I did not obtain 
sufficient appropriate audit evidence to satisfy myself as to the occurrence, 
completeness, accuracy, cut off and classification of repairs and maintenance of 
R7 1 18 357, bulk purchases of R46 855 848 and contracted services of R842 942. 

e The municipality could not provide sufficient appropriate audit evidence for finance 
cost transactions of R2 269 983 debited. Consequently, I did not obtain sufficient 
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appropriate audit evidence to satisfy myself as to the occurrence, completeness, 
accuracy, cut off and classification of finance cost of R2 461 639. Furthermore, the 
municipality did not reconcile the difference of R232 280, noted between the finance 
charge balance of R2 461 639, as disclosed in note 32 to the financial statements, to 
the balance of R2 229 359 per the general ledger. 

e The municipality could not provide sufficient appropriate audit evidence for general 
expenses transactions of R8 051 145 debited. Consequently, I did not obtain 
sufficient appropriate audit evidence to satisfy myself as to the occurrence, 
completeness, accuracy, cut off and classification of general expenses of 
RIO 184 450. Furthermore, the municipality did not reconcile the difference of 
R511 099, noted between the general expenses balance of R10 184 459, as 
disclosed in note 34 to the financial statements, to the balance of RIO 695 558 per 
the general ledger. 

o Sufficient appropriate audit evidence could not be obtained for expenditure 

transactions amounting to R713 981 to confirm that the transactions were recorded in 
the correct financial period. I was unable to quantify the total extent by which the loss 
for the period, retained income and expenditure were misstated. 

The municipality’s records and information available did not permit the application of 
alternative procedures regarding expenditure. 

Payables 

11. As a result of the matters detailed below, I was unable to obtain sufficient appropriate 
audit evidence as to the completeness, existence, valuation and allocation of, and the 
municipality’s obligations to trade and other payables stated at R9 754 751 (2009- 
10; R20 220 966) in note 9 to the financial statements: 

• Sufficient appropriate audit evidence and creditors age analysis could not be 

obtained for the balance amounting to R9 996 819 disclosed under payables, I further 
could not confirm the completeness. 

9 Sufficient appropriate audit evidence could not be obtained for suspense accounts 
amounting to R808 516. Consequently, I did not obtain sufficient appropriate audit 
evidence to satisfy myself as to the existence, completeness, valuation and allocation 
of and obligations pertaining to the accounts payable clearing account balance 
amounting to R2 387 897. 

e The management of the filing system did not function effectively, resulting in a 

projected error amount of creditors transactions of R9 754 751 not being provided for 
audit purposes. 

9 Accounts were incorrectly classified between trade and other payables and 

receivables from exchange transactions. Payables from exchange transactions and 
receivables from exchange transactions are understated by R1 347 711 (2009-10: 
RO). 

9 The payable from exchange transaction balance of R9 754 751 , as disclosed in note 
9 to the financial statements, does not agree to the balance of R16 217 014 in the 
general ledger. The entity did not reconcile the difference of R6 259 335 between the 
financial statements and the underlying accounting records. I was unable to 
determine the effect on the other account balances or classes of transactions 
contained in the financial statements. 


7 



The municipaiity’s records and information available did not permit the application of 
alternative audit procedures regarding payables from exchange transactions. 

Irregular expenditure 

12. I could not confirm the completeness of irregular expenditure stated at RO (2009-10: RO) 
in note 41 .3 to the financial statements, as undisclosed irregular expenditure amounting 
to R28 383 374 was detected during the audit process. 

This expenditure related to the procurement of various goods and services and was 
considered to be irregular due to non-adherence to supply chain management (SCM) 
regulations. The weaknesses in the system prevented me from determining the extent 
of the error or to perform alternative procedures. This was further aggregated by the 
limitations placed on the scope of the work performed during the auditing of 
expenditure. There were no satisfactory alternative audit procedures that I could 
perform. 

Fruitless and wasteful expenditure 

13. I could not confirm the completeness of fruitless and wasteful expenditure stated at RO 
(2009-10: R319 702), as disclosed in note 41.2 to the financial statements, as 
management did not implement a sufficient system to enable them to identify, 
investigate and record all instances of fruitless expenditure. This was aggregated by the 
limitations placed on the scope of the work performed during the auditing of 
expenditure. There were no satisfactory alternative audit procedures that I could 
perform. 

Unauthorised expenditure 

14. Unauthorised expenditure stated at RO (2009-10: RO) in note 41.1 to the financial 
statements is not accurate and complete, as undisclosed unauthorised expenditure 
amounting to R5 183 781 was detected during the audit process as a result of 
overspending on the budgeted expenditure. The weaknesses in the system and the 
limitations placed on the scope of the work performed during the audit prevented me 
from determining the extent of the error or to perform alternative procedures. 

Capital commitments 

15. The entity could not provide sufficient appropriate audit evidence as to the 
completeness, existence and valuation of capital commitments of RO (2009- 

1 0: R41 708 899), as disclosed in note 43 to the financial statements, as management 
failed to maintain a complete contract register or any other documents to enable me to 
quantify the capital commitments. There were no alternative procedures that could be 
performed. 

Related parties 

16. International Public Sector Accounting Standard, IPSAS 20, Related party disclosures 
(IPSAS 20), requires disclosure of the related party transactions, remuneration of key 
management personnel and the number of individuals and other related party 
transactions. The municipality omitted current year disclosures and comparative 
disclosures of the remuneration of key management personnel and other related party 
transactions as required by IPSAS 20. The institution's records and information did not 
permit the application of alternative procedures. 

Value-added tax (VAT) 
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17. As a result of the matters detailed below, I was unable to obtain sufficient appropriate 
audit evidence as to the completeness, existence, valuation and allocation of, and the 
municipality’s obligations to VAT stated at R2 616 432 (30 June 2010: R1 889 663) in 
note 12 to the financial statements. 

e The management of the filing system did not function effectively, resulting in journals 
amounting to R4 685 395 not being provided for audit purposes. There were no 
satisfactory alternative audit procedures that I could perform to obtain the required 
level of assurance. 

e The VAT balance of R2 616 432, as disclosed in note 12 to the financial statements, 
does not agree to the balance as per the South African Revenue Service (SARS) 
statement of R74 895. The entity could not provide an explanation and supporting 
documentation/reconciling items for the difference of R2 541 536 between the 
financial statements and the SARS statement. Consequently, the VAT account is 
overstated by R2 541 536. I could not determine the effect on the other account 
balances or classes of transactions contained In the financial statements. 

e Cases were identified where input VAT was erroneously claimed, transactions 
recorded inclusive of VAT and insufficient supporting documentation were attached 
to transactions processed to the VAT accounts. 

The municipality's records and information available did not permit for the application of 
alternative procedures, as no VAT reconciliations were performed during the year. 

Inventory 

18. As a result of the matters detailed below. I was unable to obtain sufficient appropriate 
audit evidence as to the completeness, existence, valuation and allocation, and the 
municipality's rights to inventory stated at R1 729 609 (2009-10: R691 772) in note 17 to 
the financial statements. 

• The inventory balance of R1 729 609, stated in note 17 to the financial statements, 
does not agree to the inventory report balance of R814 687. The entity could not 
provide an explanation or supporting documentation for the difference of R914 922 
between the financial statements and the inventory report. Consequently, inventory 
is overstated by R914 922. I could not determine the effect on the other account 
balances or classes of transactions contained in the financial statements. 

» The municipality did not have a system in place to account for inventory, inadequate 
supporting documentation and inadequate procedures during the year-end stock 
count and also for the maintenance of supporting documentation for transactions. 

The municipality’s records and information did not permit the application of alternative 
procedures. 

Unspent conditional government grants and receipts 

19. As a result of the matters detailed below, I was unable to obtain sufficient appropriate 
audit evidence as to the completeness, existence, valuation and allocation of, and the 
municipality’s obligations to unspent public contributions stated at R644 256 (2009- 
10: R40 362), unpaid conditional government grants and receipts stated at R1 198 217 
(2009-10: R4 557 881) and unspent conditional government grants and receipts stated 
at R1 9 366 863 (2009-1 0: R4 526 665) in notes 10 and 11 to the financial statements: 
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e The management of the filing system did not function effectively, resulting in 

sufficient audit evidence for debit transactions and journal transactions amounting to 
R69 944 661 and credit transactions and journal transactions amounting to 
R27 328 689 not being provided for audit purposes. 

e The grants received balance of R79 768 028, as disclosed in note 23.8 to the 
financial statements, does not agree to the grant received as per the bank 
statements of R78 627 174. The entity could not provide an explanation and 
supporting documentation/reconciling items for the difference of R1 140 854 
between the financial statements and the bank. Consequently, the grant received is 
overstated by R1 140 854. I could not determine the effect on the other account 
balances or classes of transactions contained in the financial statements. 

e The municipal infrastructure unspent conditional government grant and receipt 
balance of R5 600 179, as disclosed in note 23 and appendix D to the financial 
statements, does not agree to the balance of RIO 700 000 per the confirmation letter 
received from the National Treasury. The entity did not reconcile the difference of 
R5 099 821 between the financial statements and the confirmation letter received 
from the National Treasury. Consequently, the municipal infrastructure unspent 
conditional government grant and receipt Is understated by R5 099 821 . 1 was 
unable to determine the effect on the other account balances or classes of 
transactions contained in the financial statements. 

« The unspent conditional government grants and receipts of R18 812 902, as 
disclosed in notes 10 and 1 1 to the financial statements, does not agree to the 
balance of R19 235 189 per the general ledger. The entity did not reconcile the 
difference of R422 287 between the financial statements and the underlying 
accounting records. Consequently, the unspent conditional government grants and 
receipts balance is understated by R422 287. 1 was unable to determine the effect 
on the other account balances or classes of transactions contained in the financial 
statements. 

The municipality’s records and information available did not permit the application of 

alternative procedures. 

Cash flow statement 

20. The accuracy and correct disclosure of the cash flow statement for the current and prior 
years could not be confirmed as some of the amounts disclosed could not be agreed to 
the rest of the financial statements. This was further aggregated by the limitations 
placed on the scope of the work performed during the audit and the material differences 
noted. No alternative procedures could be performed to obtain the required audit 
assurance. 

Employee benefits 

21 . The completeness and valuation of staff leave stated at R2 459 569 in note 7 to the 
financial statements could not be confirmed, as a complete register was not properly 
maintained. The total extent of the misstatement could not be determined. The 
municipality’s records and information did not permit the application of alternative 
procedures. Furthermore, leave payouts to the value of R373 271 were not paid in 
accordance with the South Local Bargaining Council (48 days), as there was no system 
of control in place over the authorisation and recording of leave. 

Disclaimer of opinion 
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22. Because of the significance of the matters described in the basis for disclaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. Accordingly, i do not express an opinion on the 
financial statements. 

Emphasis of matters 

23. I draw attention to the matters below. My opinion is not modified in respect of these 
matters: 

Restatement of corresponding figures 

24. As disclosed in note 35 to the financial statements, the corresponding figures for 30 
June 2010 have been restated, amounting to R 5 127 039, as a result of an error 
discovered during 30 June 2011 in the financial statements of the Nama Khoi Local 
Municipality at, and for the year ended, 30 June 201 1 . 

Material losses/impairments 

25. As disclosed in note 41 .4 to the financial statements, material losses to the amount of 
R4 722 784 were incurred as a result of water distribution losses. 

Additional matters 

26. 1 draw attention to the matters below. My opinion is not modified in respect of these 
matters; 

Material inconsistencies in information included in the annual report 

27. As the 2010-11 annual report had not been received at the date of this report, a 
conclusion could not be drawn on the consistency between the financial statements and 
the audit report with other information included in the annual report. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 
Predetermined objectives 

28. I was unable to conduct the audit of performance against predetermined objectives as 
the municipality did not submit the annual performance report, as required by section 46 
of the MSA and section 121(3)(c) of the MFMA. 

Usefulness of information 

29. The reported performance information was deficient in respect of the following criteria: 

® Consistency: The reported objectives, indicators and targets are not consistent with 
the approved integrated development plan. 

e Relevance: There is no clear and logical link between the objectives, outcomes, 
outputs, indicators and performance targets. 

® Measurability: The indicators are not well defined and targets are not specific and 
measurable. 

30. The following audit findings relate to the above criteria: 

Reported objectives are not consistent when compared with the planned objectives 
(consistency) 
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® The objectives and the indicators are not consistent between the integrated 
development plan and the service delivery and budget implementation plan. 

e Targets and indicators are not well defined, verifiable, specific, measurable and time 
bound. 

Compliance with laws and regulations 

Strategic planning and performance management 

31 . The municipality did not implement a framework that describes and represents how the 
municipality’s cycle and processes of performance planning, monitoring, measurement, 
review, reporting and improvement will be conducted, organised and managed, 
including determining the roles of the different role players, as required by sections 38, 
39, 40 and 41 of the MSA read with regulations 7 and 8 of the Municipal Planning and 
Performance Management Regulations, 2001. 

32. The municipality did not appoint and budget for a performance audit committee, nor was 
another audit committee utilised as the performance audit committee, as required by the 
Municipal Planning and Performance Management Regulation 14. 

Budget 

33. The municipality incurred expenditure in excess of the limits of the amounts provided for 
in the repairs and maintenance, finance cost, contracted services and bulk purchases in 
the approved budget, in contravention of section 15 of the MFMA. 

Annual financial statements, performance and annual report 

34. The accounting officer did not take reasonable steps to ensure that full and proper 
records of the financial affairs of the municipality were kept in accordance with any 
prescribed norms and standards, as required by section 62(1) of the MFMA. 

35. The financial statements submitted for auditing were not prepared, in all material 
respects, in accordance with the requirements of section 122 of the MFMA. Material 
misstatements identified by the auditors were not adequately corrected, which resulted 
in the financial statements receiving a disclaimer opinion. 

36. The municipality has not reported performance against predetermined objectives, as 
required by section 46 of the MSA and section 121(3){c) of the MFMA. 

Audit committees 

37. The audit committee did not function as required by section 1 66(2)(b) of the MFMA. as it 
did not review the annual financial statements. 

Procurement and contract management 

38. Goods and services with a transaction value between R10 000 and R200 000 were 
procured without obtaining written price quotations from at least three different 
prospective providers, as per the requirements of SCM regulation 17(a) and (c). 

39. Sufficient appropriate audit evidence could not be obtained that goods and services of a 
transaction value above R200 000 were procured by means of inviting competitive bids, 
as per the requirements of SCM regulation 19(a) and 36(1). 

40. Sufficient appropriate audit evidence could not be obtained that awards were given to 
providers based on criteria that were similar to those stipulated in the original bid 
documents, as per the requirements of SCM regulations 21(b) and 28(1). 
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41 . Sufficient appropriate audit evidence could not be obtained that bid specifications for 
procurement of goods and services through competitive bids \were drafted in an 
unbiased manner that allowed all potential suppliers to offer their goods or services, as 
per the requirements of SCM regulation 27(2)(a). 

42. Sufficient appropriate audit evidence could not be obtained that bid specifications were 
drafted by bid specification committees, which were composed of one or more officials 
of the municipality, as required by SCM regulation 27(3). 

43. Sufficient appropriate audit evidence could not be obtained that bids were evaluated by 
bid evaluation committees, which were composed of officials from the departments 
requiring the goods or services and at least one SCM practitioner of the municipality, as 
per the requirements of SCM regulation 28(2). 

44. Sufficient appropriate audit evidence could not be obtained that final awards and 
recommendation of awards to the accounting officer were made by an adjudication 
committee constituted as per the requirements SCM regulation 29(2). 

45. Sufficient appropriate audit evidence could not be obtained that the preference point 
system was applied in all procurement of goods and services above R30 000, as 
required by section 2(a) of the Preferential Procurement Policy Framework Act and 
SCM regulation 28(1 )(a). 

46. Sufficient appropriate audit evidence could not be obtained that awards were made to 
suppliers that scored the highest points in the evaluation process, as per the 
requirements of section 2(1)(f) of Preferential Procurement Policy Framework Act. 

47. The performance of contractors or providers was not monitored on a monthly basis, as 
required by section 1 16(2)(b) of the MFMA. 

48. The contract performance measures and methods whereby they are monitored were 
insufficient to ensure effective contract management, as per the requirements of section 
116(2)(c) oftheMFMA. 

49. A list of accredited prospective providers was not in place for procuring goods and 
services through quotations, as required by SCM regulation 14(1)(a). 

50. The prospective providers’ list for procuring goods and services through quotations was 
not updated at least quarterly to include new suppliers that qualify for listing and 
prospective providers were not invited to apply for such listing at least once a year, as 
per the requirements of SCM regulation 14(1)(a)(ii) and 14(2). 

51 . Persons in service of the municipality who had a private or business interest in contracts 
awarded by the municipality failed to disclose such interest, as required by SCM 
regulation 46(2)(e) and the code of conduct for staff members issued in terms of the 
MSA. 

Human resource management and compensation 

52. Even though performance bonuses were not paid, senior managers directly accountable 
to the municipal manager did not sign annual performance agreements for the year 
under review, as required by sections 57(1 )(b) and 57(2)(a) of the MSA. 

Expenditure management 

53. Sufficient appropriate audit evidence could not be obtained that money owing by the 
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municipality was always paid within 30 days of receiving an invoice or statement, as 
required by section 65(2)(e) of the MFMA. 


54. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained an effective system of expenditure control, including procedures for 
the approval, authorisation, withdrawal and payment of funds, as required by section 
65{2)(a) of the MFMA. 

55. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained a management, accounting and information system which 
accounted for creditors of the municipality, as required by section 65(2)(b) of the MFMA. 

56. The accounting officer did not take reasonable steps to prevent unauthorised, irregular 
as well as fruitless and wasteful expenditure, as required by section 62(1) (d) of the 
MFMA. 

57. The municipality did not recover unauthorised, irregular as well as fruitless and wasteful 
expenditure from the liable person, as required by section 32(2) of the MFMA. 

58. The accounting officer did not always report to the South African Police Service the 
cases of alleged irregular expenditure that constituted a criminal offence, theft and 
fraud, as required by section 32(6) of the MFMA. 

Conditional grants 

59. The accounting officer did not evaluate the performance of the municipality in respect of 
programmes funded or partially funded by a schedule 4 allocation within two months 
after the end of the financial year, as required by section 1 1 (6) of DoRA. 

60. Sufficient appropriate audit evidence could not be obtained that the allocations for local 
government financial management grant, municipal systems improvement grant, 
municipal infrastructure grant, housing grant and department of mineral and energy 
grant were utilised for the purposes stipulated in their respective schedules or gazetted 
DoRA framework, as required by section 15(1) of DoRA. 

61 . The municipality did not always submit monthly reports to the transferring national 
officer, the National Treasury and the provincial treasury on spending and financial 
performance in respect of the allocations received for municipal infrastructure grant and 
municipal systems infrastructure grant, as required by section 11(2)(b) of DoRA and 
section 71(5) of the MFMA. 

62. The municipality did not always submit quarterly reports to the transferring national 
officer on non-financial performance in respect of the allocation received for municipal 
infrastructure grant and municipal systems infrastructure grant, as required by section 
11(2) (c) of DoRA. 

Revenue management 

63. Sufficient audit evidence could not be obtained that Interest was charged on all arrears 
accounts, as required by section 64(2)(g) of the MFMA. 

64. Revenue received by the municipality was not always reconciled at least on a weekly 
basis, as required by section 64(2) (h) of the MFMA. 

Asset management 

65. The accounting officer did not take all reasonable steps to ensure that the municipality 


14 



had and maintained a management, accounting and information system which accounts 
for the assets of the municipality, as required by section 63(2){a) of the MFMA. 

66. The accounting officer did not take all reasonable steps to ensure that the municipality 
had and maintained an effective system of internal control for assets (including an asset 
register), as required by section 63(2) (c) of the MFMA. 

67. Sufficient appropriate audit evidence could not be obtained to confirm that the municipal 
have permits for landfill sites, as required by section 20 (1) (2) of the Environment 
Conservation Act, 1989 (Act No. 73 of 1989). 

Predetermined objectives 

68. The performance report for the financial year under review was not prepared as 
required by section 46 of the MSA read with section 121 (3)(c) of the MFMA. 

69. The accounting officer of the municipality did not, by 25 January, assess the 
performance of the municipality during the first half of the financial year, taking into 
account the municipality’s service delivery performance during the first half of the 
financial year and the service delivery targets and performance indicators set in the 
service delivery and budget implementation plan, as required by section 72(1)(a)(ii) of 
the MFMA. 

70. The accounting officer of the municipality did not submit the results of the assessment 
on the performance of the municipality during the first half of the financial year to the 
mayor of the municipality, the National Treasury, and the provincial treasury, as required 
by section 72(1 ){b) of the MFMA. 

71 . The accounting officer of the municipality did not afford the local community at least 21 
days to comment on the integrated development plan before the plan was submitted to 
the council, as required by regulation 15(3) of the Municipal Planning and Performance 
Management Regulations of 2011. 

72. Sufficient appropriate audit evidence could not be obtained to confirm that the mayor 
approved the service delivery and budget Implementation plan with 28 days after the 
approval of the budget, as required by section 53(1 )(c) of the MFMA. 

INTERNAL CONTROL 

73. in accordance with the PAA and in terms of General notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010 , 1 considered internal control relevant 
to my audit, but not for the purpose of expressing an opinion on the effectiveness of 
internal control. The matters reported below are limited to the significant deficiencies 
that resulted in the basis for disclaimer of opinion, the findings on the annual 
performance report and the findings on compliance with laws and regulations included 
in this report. 

Leadership 

74. The accounting officer did not exercise oversight responsibility over financial and 
performance reporting, compliance with laws and regulations and internal control. 

75. The accounting officer failed to implement adequate controls to ensure compliance with 
laws, regulations and internally designed policies and procedures. As a result, 
significant non-compliance issues were noted. 

76. The accounting officer did not evaluate whether management had implemented 
effective internal controls by gaining an understanding of how senior management 
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members had met their responsibilities in terms of preparing bank reconciliations, 
ensuring proper records management, maintaining an asset register and preparing the 
annual financial statements. 

77. The accounting officer did not take timeous and adequate action to address 
weaknesses in the finance and SCM directorate, which resulted in non-compliance with 
applicable legislation and gave rise to irregular expenditure. 

78. The accounting officer did not sufficiently monitor the recording and reconciliation of the 
financial records. Sufficient control measures were not developed by the leadership to 
address the qualifications reported in the prior years as Identified in the action plan. 

79. Management’s philosophy and operating style did not promote effective control over 
reporting. They did not lead by example. 

Financial and performance management 

80. Regular, accurate and complete financial and performance reports that are supported 
and evidenced by reliable information were not prepared. Furthermore, controls over 
daily and monthly processing and reconciling of transactions, and proper record keeping 
in a timely manner to ensure that complete, relevant and accurate information is 
accessible and available to support financial and performance reporting were not 
implemented. 

81 . The financial statements and other information to be included in the annual report were 
not reviewed for completeness and accuracy prior to submission for audit. This 
contributed to the numerous disclaimers in the financial statements of the municipality. 

82. Inadequate filing procedures at the municipality have resulted in limitations of scope 
during the current and previous years’ audits. As a result significant difficulties were 
experienced in respect of the availability of information. 

Governance 

83. The financial statements contained numerous inaccuracies, which are attributable to 
weaknesses in the design and implementation of internal control in respect of financial 
management and financial reporting, weaknesses in the information systems and the 
audit committee not reviewing financial statements prior to submission for audit. 

84. The municipality did not have a documented fraud prevention plan and a risk 
assessment process. Internal control deficiencies were not identified and communicated 
in a timely manner to allow for corrective action to be taken. The implementation of 
internal and external audit recommendations was not monitored. This resulted in the 
prior year audit findings not being substantially addressed. 

85. Ongoing monitoring and supervision were not undertaken to enable an assessment of 
the effectiveness of internal control over financial and performance reporting. 

86. A performance audit committee was not in operation for the financial year. 

OTHER REPORTS 

Investigations 

87. A consulting firm was appointed to conduct an investigation into alleged irregularities 
with regard to the financial affairs of the municipality. The investigation was still ongoing 
at the reporting date. 
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